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Before we begin

Tech Support

If you are experiencing
technical difficulties,
please contact WebEx
Tech Support at
+1.866.779.3239.

Morgan Lewis
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The Q&A tab is located
near the bottom right
hand side of your
screen; choose “All
Panelists” before
clicking “Send.”

CLE

We will mention a code at some
point during the presentation
for attendees who requested
CLE. Please make note of that
code, and insert it in the pop-up
survey that will appear in a new
browser tab after you exit out of
this webinar. You will receive a
Certificate of Attendance from
our CLE team in approximately
30 to 45 days.

Audio

The audio will remain quiet until
we begin at INSERT TIME.

You will hear sound through
your computer
speakers/headphones
automatically. Make sure your
speakers are ON and
UNMUTED.

To access the audio for by
telephone, please click the
“phone” icon below your name
on the Participants Panel for
teleconference information.




Capital Structure

“Seniority”
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Early-Stage Debt Financing

Debt v. Equity

Key Types of Debt

Capital Expenditure/Equipment Financing

Working Capital Line of Credit

Bank Debt Financing/Accounts Receivable/Borrowing Base Credit
Convertible Debt
Venture Debt
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Early-Stage Debt Financing

Key Considerations:

¢ Size (Dollar Amount)

e Duration

e Pricing of Loan (Fees and Interest)
e Timing of Amortization

¢ Covenants

Market Players

e Commercial banks with venture-lending arms
e Specialty Finance Firms

e Hedge Funds

e Venture Capital Funds

e  Family offices

¢ Angel investors
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Early-Stage Debt Financing
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Early-Stage Debt Financing

Venture debt deal activity
Range of venture debt deal values ($M) for all

debt rounds
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Early-Stage Debt Financing

Why Debt?

e Nominal to no dilution of capital

e Leverage equity raised to reduce the average cost of capital
e Extend cash runway

Example:

— Series A round: $5 million at 20% ownership
o $25 million valuation

— Monthly cash burn of $500,000
o Series A provides 10 month runway

— Debt loan of $1.5 million
o Even with warrant at 50 bps, provides additional 3 month runway with 1/40th the dilution
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Early-Stage Debt Financing

Potential Obstacles

e Lack of track record

e Lack of Revenue

e Negative earnings

e Strong competition

e Cash on hand

Mitigants

e Founder’s technical/market expertise
e Well-connected angel and venture investors
¢ Intellectual Property Assets

e Evidence of Growth

e Well-defined business plans
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Your CLE Credit Information

For ALL attorneys seeking CLE credit for
attending this webinar, please write down the

alphanumeric code on the right >> THE CLE CODE IS:

ZI1987AP

Kindly insert this code in the pop-up survey
that will appear in a hew browser tab after you

exit out of this webinar.
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Early-Stage Debt Financing

Key Terms

Due Diligence/documentation

Costs

Break Fee

Availability

e Entire Loan at Closing v. Tranched Loan v. Delayed Draw
Maturity Date/Repayment Schedule

e May be interest deferred for some period to reduce cash needed to service loan
e Bullet payments

Interest Rate

e Fixed / variable

e Current pay

e PIK
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Early-Stage Debt Financing

Key Terms

Maturity Fee

e Also known as an “End of Term” Fee; often in exchange for the reduction or absence of
warrants

Prepayment Fee
e Make Whole v. Discounted Make Whole v. Percent of Drawn amount

Warrants

e Investor has the option to purchase stock in future at fixed price
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Early-Stage Debt Financing

Key Terms

Financial Covenants

Affirmative and Negative Covenants are Common
Reporting

Closing Date

Closing Fee
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Early-Stage Debt Financing

Key Terms

Board Observer Status
Board Seats

Security and ranking
e Negative Pledges over IP
o [P SPVs
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Early-Stage Debt Financing

Key Terms

Legal Documentation
“Material Adverse Change” Clauses

Defaults and Events of Default
e Acceleration
e Waivers and Consents
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Early-Stage Debt Financing

Collateral Issues

Scope of collateral security is often negotiated

e Equity pledges

e Personal property

e Real estate collateral

e Intellectual Property

e Bank Accounts

e Accounts Receivable

e Customer Contracts
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What to Expect Over the Next Twelve Months

The consequences of the Silicon Valley Bank failure are still to be determined

The interest rate environment is uncertain

Pressure from existing lenders to pursue liquidity

Continued downward pressure on valuations
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Our Global Reach

Africa Latin America
Asia Pacific Middle East
Europe North America

Our Locations

Abu Dhabi New York
Almaty Nur-Sultan
Beijing* Orange County
Boston Paris
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Dubai Seattle
Frankfurt Shanghai*
Hartford Silicon Valley
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Houston Tokyo

London Washington, DC
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